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The Year2000:
Time is Ticking Away for Accountants
by Wayne Harding, CPA

Wayne Harding is vice president of Accountant Relations, for Great Plains Software in Denver, Colorado, focusing on
acquiring accountants mind share about Great Plains Software and its products. He is also a member of the AICPA
Information Technology Research Subcommittee. In this Alert, he discusses the impact of the year 2000 on accountants.

Virtually the entire developed world uses the Gregorian calendar, and virtually the entire developed world is heading for a
problem with that calendar in three years. At 12:00:01 am on January 1, 2000, many of the world’s computer systems will
begin to deliver wrong answers on date calculations.
The Technological Issue

The reason for this “Chicken Little” scenario is that date calculations for many business and government computer programs
use two digits instead of four to represent years, such as “96” instead of “1996.” (Programmers used this short-hand to
conserve what was very expensive computer memory.) In these programs, the year 2000 will be represented as “00.” The
computer systems will recognize “00” as 1900 and not 2000.
Without corrective action, significant problems will occur in the financial functions within an organization. For example,
customer balances that are 30 days past due could be incorrectly aged as 100 years and 1 month past due. There could be
invoice printing problems; misleading statements; checks that need manual adjustments; cash flow interruption; financial
statements and subsidiary statements that are improperly dated. These possible scenarios could damage creditability with
banks and creditors and lead to financial trouble for clients or employers with money lost and business reputations damaged.
The breakdown of financial functions are not the only problem according to a recent article in the Washington Post, which
cites the following scenarios: Vital military and defense systems will shut down; thousands of airplanes all over the world
will be grounded when records show that maintenance has not been done for 100 years; and prison records will show criminals
overdue for release. Solutions to all of these problems may come only at great cost — leading to accounting and auditing
problems.
Where Should These Expenses Be Placed?

The bottom line is that proper date calculations for the year 2000 and beyond will require a four digit year. And while there
are solutions, they are time consuming and costly. Some experts estimate that the costs of reprogramming computers could
total hundreds of billions of dollars over the next three years. How should companies account for this unprecedented cost?

The Financial Accounting Standards Board’s (FASB) emerging issues task force (EITF) came to a consensus in July in Issue
no. 96-14, Accounting for the Costs Associated with Modifying Computer Software for the Year 2000: "...external and internal
costs specifically associated with modifying internal-use software for the year 2000 should be charged to expense as incurred."
The EITF specifically did not address purchases of hardware or software to replace non-2000-compliant software or
impairment or amortization issues relating to existing assets.
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No further EITF discussion is planned. However, the AICPA's Accounting Standards Executive Committee is working on
a statement of position (SOP) addressing accounting for internal-use software that may affect this issue. This SOP is still in
the proposal stage, and will ultimately be affected by comment letters and the FASB's input. The FASB's Statement no. 86,
Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed, will still apply to software
vendors.
An Auditor's Responsibility?

The AICPA's Audit Issues Task Force (AITF) of the Auditing Standards Board (ASB) discussed the issue in light of the EITF's
consensus but reached no specific conclusions. It did observe that the year 2000 problem imposed no additional
responsibilities for auditors. Auditing Standards Board chair Edmund R. Noonan said that auditors are not forbidden to discuss
the matter with management, but emphasized that there is a difference between auditor responsibilities and what auditors may
provide management as a useful advisory service.
AICPA Audit and Attest Standards Director Thomas Ray added that an auditor might want to comment on the issue in a
management letter, although this is not a requirement. Auditors may use this issue as an opportunity to help their clients
identify an operational problem and should note the issue's potential to affect financial reporting right now: Some systems
may incorporate estimates of future outcomes to develop estimates used in today's financial statements. If the future outcomes
are tied to dates, and the system is affected by the year 2000 problem, there could be a problem with the resulting estimate.

When advising clients or employers, a CPA may want to consider the following questions:

•
•
•

Have all critical applications been identified as “year 2000 compliant?”
If not, has management measured the impact of becoming “year 2000 compliant” and developed an action plan to
take necessary corrective action within the given time frame?
Some businesses could incur large material costs to fix this problem; has management considered whether appropriate
individuals are aware of the magnitude of the problem?

So you thought your PCS were safe?!

There is a potential problem in the BIOS (basic input/output system) of many, if not most personal computers, including newer
models. Here’s a simple test that you can do for yourself to see if your PC is problem-free. First, set your computer’s system
clock to 11:58 pm on December 31, 1999. Then power down your computer. Wait at least three minutes and then turn the
computer back on. Check the date and time. It should be a minute or two past midnight, on the morning of Saturday, January
1, 2000. If it doesn’t, perhaps your computer shows a date of January 4, 1980. Why? The problem lies somewhere in your
computer. If the system has the wrong date, then all your software has the wrong date. Each PC responds differently to the
year 2000. If you reset the date to January 1, 2000, then chances are it will roll over to January 2, 2000. However, some PCS
will not accept the year 2000, refusing to believe it exists. Newer personal computers tend to have new chips and new software
that use four-digit calculations, so major problems are not considered as likely to occur. But nonetheless, they should be
checked as well. Macintosh computers do not have the system date problem, but some applications running on a Macintosh
might. While the BIOS problem isn’t fatal, if it isn’t fixed by January 1, 2000, it could result in erroneous reporting.

For more information on the Year 2000, take a look at Peter de Jagers’ home page at http://www.year2000.com. Peter is an
industry speaker on the topics of managing the impact of technological change. His Web site is devoted to raising the
awareness of the Year 2000 computer crisis. It contains extensive information on the impending crisis, including white papers
and vendors providing Year 2000 solutions.
Editor’s Note Technically, the year 2000 is neither part of the next century nor the next millennium It will be the last year of the 20th century The first
day of the 21st century will be January 1, 2001 This is because the first year of the Gregorian calendar is the year 1, there was no year 0 J Louis Matherne,
Director - Information Technology and Richard Koreto, News Editor - Journal of Accountancy, contributed to this Alert Mr Matherne and Mr Koreto are
employees of the AICPA, and their views, as expressed in this article, do not necessarily reflect the views of the AICPA Official positions are determined
through certain specific committee procedures, due process and deliberation
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